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Introduction 


In November 1984, the newly-elected government 
of Canada brought forward a wide-ranging agenda 
for economic renewal. 


The goal: to promote economic growth and job 
creation and provide a firm foundation for social 
and cultural progress. 


The key: to create the conditions in which Canadi- 
ans can make full use of their individual and 
collective strengths as workers, managers, 
innovators, investors — people in every part of our 
economy and our country. 


The program: a wide-ranging series of co-ordinated 
actions to: 


e encourage private initiative and competitive- 
ness, 


¢ manage government more effectively, and 


¢ control the national debt by reducing 
government deficits. 


In the November ’84 economic statement, the May 
°85 budget and the February ’86 budget, the 
government has announced policies which put 
these principles into practice. And the government 
will continue to act. 


This booklet briefly describes why high deficits 
and a rising national debt pose a serious threat to 
economic and social progress, and reports on the 
progress the government is making to reduce 
deficits and control the growth of debt. 


What is the Deficit? 


The federal deficit is simply the difference 
between what the government spends in a year and 
the amount of revenue it receives in the same year. 
For example, in the fiscal year 1980-81 (from 
April 1, 1980 to March 31, 1981) the government 
had: 


expenditures of $62.3 billion 


revenues of $48.8 billion 


- leaving adeficit of |. $13.5 billion. 


Because expenditures grew much more rapidly 
than revenues, the deficit in the ensuing years also 
increased: 


e $14.8 billion in 1981-82; 
e $27.7 billion in 1982-83; 
e $32.4 billion in 1983-84; and 
¢ $38.2 billion in 1984-85. 


What is the National Debt? 


The national debt is the total accumulation of the 
federal deficits minus the surpluses since 
Confederation. 


During our nation’s first century, to 1967, the total 
debt accumulated was $17 billion. Since then, 
Canadian governments have chosen to borrow 
increasing amounts of money to finance govern- 
_ment programs. 


In the 18 years since our centennial, the national 
debt has ballooned from $17 billion to $233 billion 
or about $22,000 per family. 


In the first half of this decade alone, the national 
debt grew by $127 billion, an increase of 175 per 
cent. 


The national debt is not only the result of past 
deficits, it has now become the major cause of our 
current and future deficits. When the accumulated 
debt increases rapidly: 


e the cost of paying the interest on that debt 
also increases rapidly, and 


e a further increase in government expenditures 
is required simply to pay that interest; and 


e unless taxes are raised or spending is cut, that 
money too must be borrowed, adding to the 
total debt and future interest costs. 


Paying the Interest 


As a country, we have been mortgaging our future. 
We have been paying the interest on the debt by 
taking out new loans. 


From 1980-81 to 1984-85: 


e the cost of paying the interest on the national 
debt had tripled from $6 billion to $18 billion. 


The Deficit Dilemma — 
September 1984 


When the government came to office in 
September 1984, it looked carefully at the national 
debt and annual deficits. The situation it inherited 
was even worse than expected. 


The 1984-85 deficit was already headed much 
higher than previously forecast. And it eventually 
ended at $38.2 billion, the largest deficit ever. 


Growth in the economy was not reducing the deficit. 


And worse, the outlook for deficits in the next five 
years was ominous. 


During the early years of the 1980s, the debt had 
been growing: 
e by 22 per cent per year, 


e three times faster than the national economy, 
or 
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e three times faster than our collective ability to 
pay the compounding interest on our debt. 


Faster economic growth and lower interest rates 
would help ease this debtor’s spiral. But, it was 
obvious that the fiscal problem was now so deeply 
rooted that, even with a determined program of 
expenditure control and revenue increases, it 
would take several years before the growth of the 
debt would be brought into balance with the 
growth of the economy. 


It was time for action — action which would ensure 
financial stability by the turn of the decade. And 
the government has acted on many fronts to 
reverse the trend of the deficit and control the 
growth of the debt. 


Why Cut the Deficit? 


Most Canadians who have a bank loan try to pay 
it down. 


Why? So that they can redirect the money needed 
to pay interest on the loan to better uses. 


A soaring national debt, fuelled by high deficits, 
means that government uses a growing share of 
the nation’s income to pay interest (currently 33 
per cent of revenues), leaving a smaller amount to 
finance vital social and economic programs. 


With the actions now in place, the deficit is 
projected: 


e to be reduced from $34.3 billion this year to 
$29.5 billion next year, a reduction of 14 per 
cent; 


e todrop from 9.1 per cent of national income 
in 1984-85 to 3.5 per cent in 1990-91. 
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Impact on Debt-to-GNP Ratio of Fiscal 
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By the end of the decade: 


the national debt will have finally stopped growing 
faster than the national economy for the first time 
since 1974-75; 


financial requirements, the money the government 
must actually borrow in the marketplace, are 
projected to fall from $28.8 billion this year to $11 
billion. 


The Record of Action 


To reduce deficits and control the growth of debt, 
the government has taken careful, balanced action 
to control expenditures and increase revenues. 


Expenditures: Decisive actions to control expendi- 
tures were taken in November 1984, in the May 
1985 budget and in the budget of February 1986. 
The results are dramatic; previous plans for 
spending on programs have been reduced by: 


¢ $6 billion in 1986-87 
¢ $12 billion in 1996-91. 


The actions to achieve these expenditure savings 
are described in the companion booklet Managing 
Government Expenditures. All operations of govern- 
ment have been affected. 


Revenues: The budgets of May 1985 and February 
1986 introduced a wide range of tax measures 
designed not only to increase revenues but to 
improve the equity of the tax system and provide 
more effective incentives for productive economic 
activity. 


The total impact: 


e $27 billion of deficit reduction in 1990-91, 
including $7 billion in reduced interest costs 
on the public debt. 


e the total effect of all the actions taken by the 
government will be to cut almost $100 billion 
from the projected debt 
in 1990-91. 


e spending cuts will account for fully 70 per cent of 
the reduction in the projected debt and 
increased tax revenues will account for 30 per 
cent. 


Conclusion 


The government has demonstrated its leadership 
and its commitment to economic renewal by 
making the hard decisions necessary to bring down 
deficits and control the growth of debt. Because 
government exists for all Canadians, all Canadians 
must share in this effort. 


The benefits of firm actions to renew the national 
economy are already evident in the strong 
performance of the Canadian economy since the 
government came to office. 580,000 jobs have been 
created. The outlook is for sustained economic 
progress if Canadians continue to share in the 

. challenge of economic renewal. 
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